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Part (a) Draft a memorandum  Marks 

MEMORANDUM  
To   Auditor in charge 
From  Trainee Accountant 
Subject  IFRS matters 
 
As requested, explanations of my opinion on the appropriate treatment of the revenue 
policy of GasCom are included below. These explanations are based on my understanding 
of the facts relating to GasCom. 

 

Part (a)(i) … to the senior trainee accountant in charge of the GasCom audit in 
which you discuss and conclude whether you agree with the manner in 
which GasCom accounts for the DoE’s LPG licence fee resulting from the 
consumer rebate 

 

Identification  
The issue is whether or not GasCom accounts for the license fee resulting from the 
rebate correctly, amongst others whether it should recognise the entire amount of 
cash received throughout the reporting period as revenue or whether a portion of the 
amounts received will be recognised as a liability. 

 
 
 

1 
Per the information, the current policy is to recognise the revenue based on the cash 
selling price, and no obligation is currently recognised for future price reductions provided 
by the DoE to customers.  Per the conceptual framework, the underlying assumption is 
that financial statements are prepared on the accrual basis of accounting. IAS 1.28 
states: ‘When the accrual basis of accounting is used, an entity recognises assets, 
liabilities, equity, income and expenses when they satisfy the definition and recognition 
criteria.’, and not necessarily when the cash flows occur.  

 
1 
 
 
 
 
 

Based on the above, it appears incorrect to recognise the full revenue in the year that the 
cash flow is received based on the actual price charged, because it does not appear as if 
the full revenue accrues to GasCom because of the rebate system applied by the 
DoE. 

 
1 

According to the conceptual framework: ‘A liability is a present obligation of the entity 
arising from past events, the settlement of which is expected to result in an outflow from 
the entity of resources upon settlement.’ 

1 
 
 

Present obligation: Assuming that GasCom has over-charged revenue to its customers 
above the price which the DoE determines to be tolerable at the end of the reporting 
period, GasCom will have an obligation to pay an amount to the DoE arising from 
registered consumers who claim under the rebate system from the DoE.  

 
 
 

1 
Because the tolerable selling price is gazetted and determined by law, a legal obligation 
exists for the potential rebate payable to the DoE by Gascom.  

1 

IAS 37.19-20: GasCom cannot avoid repaying this overcharged revenue in the future. 
The DoE would enforce the payment of the rebate in the future. Even if GasCom were 
to close down the LPG product line, they would still have the obligation to repay the rebate 
amount owing to the DoE because the industry is governed by the DoE and one would 
assume that clearance would be required from the DoE prior to transferring/cancelling the 
LPG licence. 

 
1 
 

Past event: The rebate payable would be as a result of a past event, namely the sales of 
LPG gas during the year at prices that are potentially in excess of the gazetted amount 
published at year end. Since the DoE is mandated to regulate the energy industry, the 
past ‘obligating’ event is that the actual LPG billed exceeds the government’s 
gazetted parameters as determined. 

 
 

1 
 

 
Future outflow of economic benefits: The settlement of the rebate payable to the DoE 
in future licence statements relating to the overcharging would cause a future outflow of 
cash resources from Gascom. 

 
1 

Recognition criteria  
Probable economic outflow: Since the rebate is legally enforceable, the outflow of 
economic benefits is more likely than not. Because registered consumers have the legal 
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right to claim the rebate back from the DoE and the DoE is obliged by law to refund 
the consumer, it is probable that an outflow of economic benefits would occur.  

1 

Measured reliably: Once the gazetted prices have been released, the amount of the 
rebate can be reliably calculated and measured by applying the government’s gazetted 
rates. The basis and conventions for calculating the rebate will also be readily available 
given energy legislation, and Gascom would be able to reliably calculate the estimated 
rebate even before it is published in the Government Gazette. 

1 

In addition, one would need to consider what proportion of GasCom’s sales were made 
to consumers who have registered with the DoE and the portion of customers who 
have not, as only consumers who are registered are legally entitled to claim the rebate 
from the DoE. This is expected to be determinable based on sales information provided to 
GasCom by customers. 

1 

Therefore the rebate payable to the DoE falls within the ambit of the definition of a 
liability/provision and is expected to be reliably determinable by Gascom.  

1 

In accordance with IAS 18, Revenue, revenue shall be measured at the fair value of 
the consideration received or receivable, taking into account the amount of any trade 
discounts and volume rebates allowed by the entity. The rebate provided by the DoE on 
behalf of Gascom therefore should be treated as a reduction of the amount of revenue 
receivable by Gascom for each sales transaction to registered customers and could be 
viewed as a rebate (because this amount will effectively be deducted from the total 
amount invoiced during the year). (Consistent with the principles contained in SAICA 
Circular 09/06, cash discounts/rebates should be adjusted against the revenue 
recognised and not as a separate expense.) 

 
1 
 
 

1 
 

Amounts collected on behalf of third parties such as sales taxes, goods and services 
taxes and value added taxes are not economic benefits which flow to the entity and do not 
result in increases in equity. Therefore, they are excluded from revenue. The rebate 
could be argued as collected on behalf of the DoE and should therefore not form 
part of revenue. 

 
1 

  

Revenue from the sale of goods can only be recognised when all the following criteria 
are satisfied (IAS 18.14): 

 

The entity has transferred to the buyer the significant risks and rewards of ownership of 
the goods – Although LPG was sold to customers, they are entitled to a rebate for a part of 
the price they paid for such LPG. GasCom has therefore transferred risks and rewards of 
the goods to the customer, but retains a significant risk to refund customers for part 
of the selling price, i.e. the rebate portion of the selling price. 

 
 

1 
 
 

The entity retains neither continuing managerial involvement to the degree usually 
associated with ownership nor effective control over the goods sold – GasCom retains no 
managerial involvement in the actual use of the LPG by the customer, nor do they 
control the goods (GasCom does however have to pay the rebate if/when required by the 
DoE). 

 
 

1 

The amount of revenue can be measured reliably – In respect of the rebate portion of the 
selling price, GasCom does not know the amount before the DoE determines the 
amount of the rebate at the end of the calendar year. 

 
1 

It is probable that the economic benefits associated with the transaction will flow to the 
entity – GasCom retains an obligation to refund customers a part of the selling price, 
therefore in respect of portion of the selling price above the gazetted amount, 
economic benefits are not probable before a customer forfeits the rebate. 

 
 

1 

The costs incurred or to be incurred in respect of the transaction can be measured reliably 
– e.g. from the information given it appears that GasCom has a sophisticated and robust 
stock and cost management system and can therefore calculate the cost of inventory with 
reliability. 

1 

Conclusion: in respect of the rebate portion of the selling price, not all recognition 
criteria are satisfied before such time a rebate is actually granted to the customer (i.e. 
when the DoE determines the rebate at year-end). Revenue can hence only be recognised 
at that date; before such time the revenue is deferred / a liability is recognised for the 

1P 
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obligation towards the DoE. 
As revenue is measured at the fair value of the consideration receivable and the rebate is 
not regarded as revenue, the license fee portion relating to the rebate can be offset 
against revenue. 

 
1 

Overall Conclusion 
It can be concluded that based on the above discussion, the amount of the potential 
rebate payable to the DoE should be separately estimated and recognised as a liability 
as a reduction of revenue recognised at the time of sale and should not only be 
accounted for by Gascom as an expense when the DoE invoices Gascom with their 
annual licence. 

 
 

1P 

Candidates indicating an in-depth understanding of multiple arguments relating to the 
abovementioned shall be awarded a bonus mark.  

1 
(bonus) 

Available 25 
Maximum 15 

Total for part (a)(i) 15 
 
 
Part (a)(ii) … to the senior trainee accountant in charge of the GasCom audit in 

which you discuss the appropriate recognition and measurement of the 
deposit received from customers in relation to the returnable gas 
cylinder in the financial statements of GasCom. 

Marks 

Identification: In order to assess the nature of the issue at hand (i.e. to determine the 
appropriate recognition and measurement of the deposits), one would need to determine if 
the cylinders are seen as sold (i.e. inventory), leased or if it is purely a deposit on the use 
of an item of PPE (in which case the deposit amount received is either income or a 
liability). 

 
1 

Per IFRIC 4, an agreement can be regarded as a lease if  
fulfilment of the arrangement is dependent on the use of a specific asset and the 
arrangement conveys a right to use the asset. 
While it may be argued that the arrangement conveys to the customer the right to use 
the cylinders, the agreement is not dependent on the use of a specific asset, as any 
cylinder can be used to sell the LPG gas in. 

 
 
 
 

1 

The cylinders could be seen as inventory, and being sold upon the sale of the LPG gas. 
In substance, GasCom therefore incorrectly treats the cylinders as PPE and it should be 
treated as inventory in terms of IAS 2 as it is held for sale in the ordinary course of 
business 

1 

Alternative 1 – the cylinders are regarded as PPE and not sold  

Revenue from the sale of goods can only be recognised when all the following criteria 
are satisfied (IAS 18.14): 

 

The entity has transferred to the buyer the significant risks and rewards of ownership of the 
goods – Although LPG was sold to customers, the cylinders are not sold with the LPG and 
will be returned to GasCom.  GasCom therefore retains the risks and rewards relating 
to the cylinders. 

 
 

1 
 

The entity retains neither continuing managerial involvement to the degree usually 
associated with ownership nor effective control over the goods sold – GasCom retains no 
managerial involvement in the actual use of the LPG by the customer, but can determine 
the use for the cylinders when it will be returned by the customers. 

 
 

1 

The amount of revenue can be measured reliably – The amount of the sale of the LPG can 
be determined reliably, and the amount received as deposit for the cylinder is stated 
as 10% of that.  If a cylinder had to be sold though, the amount would likely be different 
from merely 10%. 

 
1 

It is probable that the economic benefits associated with the transaction will flow to the 
entity – GasCom retains an obligation to refund customers a part of the selling price, 
therefore in respect of 10% of the selling price economic benefits are not probable 
before a customer forfeits the rebate. 

 
 

1 
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The costs incurred or to be incurred in respect of the transaction can be measured reliably 
– e.g. from the information given it appears that GasCom has a sophisticated and robust 
stock and cost management system and can therefore calculate the cost of inventory with 
reliability. 

1 

Conclusion: in respect of 10% of the selling price (i.e. the deposit), not all recognition 
criteria are satisfied and the 10% deposit can therefore not be recognised as revenue. 

1 

Alternative 2 -  the cylinders are regarded as inventory and therefore sold  

The entity has transferred to the buyer the significant risks and rewards of ownership of the 
goods – Upon sale of LPG, the risks and rewards of the LPG as well as the cylinders 
are passed to the customers, as the customer can decide to their discretion as how to 
use these items for their best interest.  Customers have no obligation to return the 
cylinders. 

 
1 

The entity retains neither continuing managerial involvement to the degree usually 
associated with ownership nor effective control over the goods sold – GasCom retains no 
managerial involvement in the actual use of the LPG by the customer, as well as the 
cylinder as the customer is not obliged to return the cylinders and GasCom has no 
say in how the customer uses the cylinder. 

 
 
 
1 

The amount of revenue can be measured reliably – The amount of the sale of the LPG can 
be determined reliably, and the amount received as deposit for the cylinder is stated as 
10% of that. 

1 

It is probable that the economic benefits associated with the transaction will flow to the 
entity – the entire economic benefits from the sale of the LPG and cylinder has 
already flown to GasCom.  If a customer returns a cylinder, the 10% refund would be 
regarded as a repurchase of the inventory. 

 
1 

The costs incurred or to be incurred in respect of the transaction can be measured reliably 
– e.g. from the information given it appears that GasCom has a sophisticated and robust 
stock and cost management system and can therefore calculate the cost of 
inventory with reliability. 

 
1 

Conclusion: the amount in respect of 10% relating to the cylinders, should be 
recognised as revenue upon the sale of the LPG gas 

1 

  

With respect to GasCom’s obligation to refund a customer if they return the cylinder:  

Present obligation: A present obligation exist for GasCom to refund customers for their 
deposit once a cylinder is returned by them. 

1 
 

Past event: The event that creates the obligation is the deposit charged for the cylinder 
upon the sale of LPG together with agreement to refund the customer once they return 
the cylinder. 

 
1 

Future outflow of economic benefits: The repayment of the deposit when customers 
returns the cylinders would cause a future outflow of cash resources from Gascom. 

1  

Recognition criteria  
Probable economic outflow: Since it is likely that 90% of customers will return the 
cylinders, the outflow of economic benefits is more likely than not.  

1 

Measured reliably: The deposit can be measured reliably as 10% of the selling price. 1 
A financial liability is any liability that is a contractual obligation to deliver cash or another 
financial asset to another entity. 

1 

The refundable deposit creates a conditional (contingent) contractual obligation to 
pay 10% of the price in cash when the buyer or a customer of the buyer returns the 
cylinders to the seller. 

1 

Per an IFRIC update, the IFRIC were asked to provide guidance on the accounting for the 
obligation to refund deposits on returnable containers. 
 
When the cylinders are not derecognised as part of the sale transaction (alternative 1), the 
deposit is not scoped out of IAS 32 since it does not fall within the ambit of a contract to 
buy/sell a non-financial item. In line with the PPE accounting policy, the risks and rewards 
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of the cylinders do not transfer upon the sale, but remain recognised in GasCom’s books.  
 
In circumstances where the containers are derecognised as part of the sale transaction 
(alternative 2), the obligation is an exchange of cash for a non-financial item (the 
cylinders), hence the obligation cannot be a financial liability. 

 
1P 

The refund contractual obligation is conditional upon the customer (the counterparty) who 
is exercising his/her right to redeem the refund. The refund will therefore be accounted for 
either as a financial liability or a provision, depending on the treatment of the cylinders 
as PPE/Inventory.   

 
 

1P 

The liability should be recognised when the sale agreement (contract) is concluded. 1 
Following the delivery of the containers to its customers, GasCom has an obligation to 
refund the deposit should any customers return the cylinders. The liability/financial 
liability should therefore initially be measured at 10% of the selling price. 

 
1 

The liability should initially be measured at: 
Financial liability (alternative 1): fair value (IFRS 9.5.1.1). However, the fair value of a 
financial liability with a demand feature is not less than the amount payable on demand 
(IFRS 13.47). The fact that experience shows that 90% of the customers return their 
cylinders is not relevant because even if CasCom does not expect customers to return the 
cylinder, this does not release GasCom from its obligation to refund the deposit should the 
customer bring the cylinders back for a refund, and thus GasCom still has a contractual 
obligation for 100% of gas cylinders sold in returnable containers. 
 
Provision (alternative 2): recognised at the best estimate of the amount that will be 
required to settle the provision at year-end.  This will be at 90% of the amount of the 
deposits. 

1P 

Subsequently, the liability should be measured at: 
Financial liability (alternative 1): amortised cost (IFRS 9.4.2.1). However, the present 
value and the maturity value are the same, and thus no interest expense will be 
recognised. 
 
Provision (alternative 2): at the best estimate and needs to be discounted if time value of 
money is material. 

1P 

Candidates indicating an in-depth understanding of multiple arguments relating to the 
abovementioned shall be awarded a bonus mark.  

1 
(bonus) 

Available 23 
Maximum 12 

Total for part (a)(ii) 12 
Communication skills – memo format 

logical argument & clarity of expression 
1 
1 

Total for part (a) 29 
 
 
Part (b) Calculate the cost of LPG inventories as it would appear in the statement of 

financial position in the separate financial statements of GasCom for the 
financial year ended 31 December 2013 

Marks 

Calculation of unit cost per kilogram of LPG R/unit R million  
1 Depreciation and impairment – returnable cylinders 
Three possible alternative arguments exist regarding the treatment 
of the depreciation and impairment related to returnable cylinders. 
All alternatives are considered correct should the candidate 
sufficiently justify this. 

  
 
 

  

 
 
 

 

Argument 1 
The returnable cylinders are treated as PPE and are not part of the 
product sold. The depreciation of the cylinders cannot form part of 
the cost of the LPG as they are merely a vehicle for transporting the 
finished product to customers and would thus be a selling cost, 

 -  
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which is expensed in terms of IAS 2.16(d). This is similar to the 
principle of delivery vehicle costs – the costs of operating these 
vehicles should be seen as selling costs 
Argument 2 
The cost of inventories shall comprise all costs of purchase, costs of 
conversion and other costs incurred in bringing the inventories to 
their present location and condition. The LPG gas cannot be 
effectively transferred to prospective buyers without the related 
cylinders. Therefore the cylinders are necessary for bringing the 
inventory to the location and condition required by Gascom to 
generate completed sales transactions. Therefore the LPG inventory 
should include these costs. These costs should exclude the 
depreciation related to the backup cylinders as these are merely a 
safety net and not directly related to bringing the inventory into the 
condition and locations ready for a completed sale (9,1 x 1 650 000 / 
2 000 000) 

 7,51 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 
 

 

Argument 3 
The cost of inventories shall comprise all costs of purchase, costs of 
conversion and other costs incurred in bringing the inventories to 
their present location and condition. The LPG gas cannot be 
effectively transferred to prospective buyers without the related 
cylinders. Therefore the cylinders are necessary for bringing the 
inventory to the location and condition required by Gascom to 
generate completed sales transactions. Therefore the LPG inventory 
should include these costs. These costs should also include the 
depreciation related to the back-up cylinders as the cylinders are 
kept in the normal course of business and it can reasonably be 
expected that they will be used to bring the inventory into the 
condition and locations ready for a completed sale. 

 9,10  
 
 
 
 
 
 
 
 
 
 
 
 

Argument 
Amount  

  1 
1 

    

2 Raw material 
The Raw material cost of the LPG gas is directly related to the 
inventory and should be included within the cost of inventory as a 
cost of purchase in terms of IAS2.11. 
- Per IAS2.16(a), abnormal amounts of waste should not be 

included in the cost of inventory, which implies that normal 
amounts of waste should be included in the cost of inventory.  

- Thus cost per kg is equal to input cost / expected output (not 
actual output). 

- Input cost:           450 000 kg’s @ R24/kg    = R 10 800 000  
                    + 1 300 000 kg’s @ R12/kg =  R15 600 000  

                                                                               R26 400 000 

 
 
 
 
 
 
 
 
 
 
 

  
 
1 
 
1 
 
 
 
 
1 
1 

Cost per unit =  R26 400 000 
           1 685 000 kg’s(1 750 000 kg input – 65 000 normal loss (5% x 1 300 000) 

                    =  R15,67/kg (weighted average method)    
Note: Weighting could also be performed in the end after the current 
year total unit cost was calculated.     

 
15,67 

  
1 

    

3 Storage costs 
There are five possible alternative arguments regarding the 
treatment of the storage costs relating to the LPG. All alternatives 
are considered to be correct, provided that the candidate sufficiently 
justifies it. 

  
 
 
 

 
 
 
 

Argument 1 
Storage costs of cylinders – these costs are selling costs and 
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therefore excluded from the cost of inventory. 
 
LPG in bulk tanks – this cost should also not be allocated to the cost 
of the LPG inventory. IAS2.16(b): Storage costs, unless those 
costs are necessary in the production process before a further 
processing stage, should be excluded from the cost of 
inventory. This is not the case with GasCom, as the LPG is stored 
in bulk tanks before being bottled and distributed to customers. 
Therefore the LPG does not undergo any further processing and is 
ready for sale. The tanks merely house the finished product, thus 
these storage costs do not qualify for capitalisation in terms of IAS 2. 

- 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 

 

Argument 2 
The cost of inventories shall comprise all costs of purchase, costs of 
conversion and other costs incurred in bringing the inventories to 
their present location and condition. The LPG gas cannot be 
effectively transferred to prospective buyers without the related 
cylinders. Therefore the storage costs of the cylinders are necessary 
for bringing the inventory to the location and condition required by 
Gascom to generate completed sales transactions. Therefore the 
LPG inventory should include these costs. These costs should 
exclude the backup cylinder storage costs as these are merely a 
safety net and not directly related to bringing the inventory into the 
condition and locations ready for a completed sale (2,90 + 0,70). 

  
 

3,60 
 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 
 

 
 

Argument 3 
The cost of inventories shall comprise all costs of purchase, costs of 
conversion and other costs incurred in bringing the inventories to 
their present location and condition. The LPG gas cannot be 
effectively transferred to prospective buyers without the related 
cylinders. Therefore the storage costs of the cylinders are necessary 
for bringing the inventory to the location and condition required by 
Gascom to generate completed sales transactions. Therefore the 
LPG inventory should include these costs. These costs should 
include the storage cost related to the backup cylinders as these are 
kept within the normal course of business and it can reasonably be 
expected that they will be utilised to bring the inventory into the 
condition and locations ready for a completed sale. 

  
4,70 

 
 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

Argument 4 
Storage costs of cylinders – these costs are selling costs and 
therefore excluded from the cost of inventory.  
LPG in bulk tanks – this cost should be allocated to the cost of the 
LPG inventory. IAS2.16(b): Storage costs, unless those costs are 
necessary in the production process before a further 
processing stage, should be excluded from the cost of 
inventory. The LPG is stored in bulk tanks before being bottled and 
distributed to customers. Therefore the LPG undergoes further 
processing before it is ready for sale. Therefore these storage costs 
qualify for capitalisation in terms of IAS 2 

 2,9  

Argument 5 
The storage costs of the filled cylinders relate to the storage of the 
cylinders once they have been filled with LPG and are awaiting 
distribution to customers (in which case it would NOT qualify for 
capitalisation). 
Therefore the costs will be the amount for the bulk tanks and empty 
cylinders only (2.90+1.10) 

  
4,00 

 

Argument   1 
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Amount 1 
    

4 Depreciation on vehicles and other overheads 
• The depreciation on delivery trucks would not qualify for 

capitalisation as this is a selling cost 

 
 

 
 

– 

 
1 
1 

• Depreciation on tankers would qualify as this cost is necessary 
to bring the LPG gas to its present location and condition 
ready for sale (IAS2.10&.11) 

 9,5  
 

1 
1 
 

• Other overhead bottling costs relates to production and 
therefore necessary to getting the inventory in the location and 
condition necessary for sale and should be included 

 14,5 1 
1    

• Total overhead costs to be allocated 
 Alternative 1 – 5 (depending on alternatives) 

  
XXX 

 

• The overhead costs should be allocated on the normal 
capacity (IAS 2.13) of LPG per year, not on actual capacity. 

   
1 

• Actual capacity per the information is 2 000 000 kg, which 
includes back-up capacity of 350 000 kg. It can thus be 
accepted that normal capacity is 1 650 000 kg.  

   
 
1 

• Thus the overhead allocation rate equals  
 Alternative 1 - 5 (XXX / 1 650 000) 

 
X 

  
1C 

    

Total cost per kg X   
X 285 000 kg  of LPG gas on hand  X 1C 
    
5 Import of pre-filled cylinders 
Add: Import of LPG – risks and rewards have transferred (FOB) 
Cost of LPG 

  
 

3,24 

 
1 
1 

Cylinder cost – Excluded, as this is PPE  - 1 
Shipping and forwarding costs    
Alternative 1 
Allocate import duties between the cylinders (PPE) and the LPG 
(inventory). Cylinders are a sales cost and not directly related (0,96 
million x 3,24/(3,24+1,6)) 

 0,64 
 

 

 
 

 

Alternative 2 
The costs associated with cylinders are attributable to the inventory 
as required by Gascom to make completed sales transactions 

 0,96 
 

 
 

Argument 
Amount 

  1 
1 

Total cost of inventories  X 1C 
Consideration of NRV – inventory can only be sold for R31,50 (R35 – 10%).  1P 

Available 26 
Maximum 19 

Total for part (b) 19 
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Part (c) Discuss whether you agree with the classification of the call options issued 

by GasWest on 1 September 2012 as equity instruments in the consolidated 
financial statements of the GasCom group 

Marks 

In the consolidated financial statements of GasCom  
• In the consolidated financial statements of GasCom, the call option gives rise to a 

contract that will or may be settled in the entity’s own equity instruments 
(shares in GasCom will be provided on exercise on 1 September 2015).  

 
1 

• As the call option is a derivative, the instrument will be classified as a financial 
liability only if it is other than by the exchange of a fixed amount of cash for a 
fixed number of equity instruments or 
It will be regarded as an equity if a fixed number of equity instruments is 
exchanged for fixed amount of cash.  

 
1 

• In this case, the number of equity instruments is fixed (2 shares per option). The 
fact that the exercise of the call option is uncertain does not make the amount of 
equity instruments per the contract a variable number.  

1 
 
 

• The strike price is fixed at GHS2,00 per option; however the strike price of the 
instrument is however not quoted in ZAR (and thus the ZAR proceeds received 
will vary based on the spot price at exercise date). Per IAS 32 (definition of financial 
liability), a foreign denominated derivative over an entity’s own equity instruments 
will be equity if it is for a fixed amount of ANY currency IF the entity offers the 
rights, options or warrants pro rata to all of its existing owners of the same 
class of its own non-derivative equity instruments. In this case, the strike price is 
fixed at GHS2,00 per option; however, the options were not granted on a pro rata 
basis to existing shareholders but instead were issued to various banks in Ghana.  

 
1 
 
 

 
 
 

1 

• The embedded foreign currency derivative contained within the written call options 
therefore poses significant risk to existing shareholders and should therefore not be 
regarded as being equity instruments. 

1P 
 

• Therefore, the instrument meets the definition of a financial liability in the 
consolidated financial statements of GasCom.  

 
1P 

• I therefore do not agree with the classification of the call options in the GasCom 
group financial statements 

 
1P 

Available 8 
Maximum 7 

Communication skills – clarity of expression 1 
Total for part (c) 8 

 
Part (d) Provide the pro forma consolidation journal entries that should be 

processed by GasCom to account for KenyaGas in its consolidated 
financial statements for the financial year ended 31 December 2013 

 
Marks 

  Calc. Debit Credit  
 31 December 2013  R R  
J1 Retained earnings at acquisition (Equity) 

(KES4 000 000 x 0,090 x 70%) 
 252 000   

 Deferred tax (F/P)  
(KES4 000 000 x 0,090 x 30%) 

 108 000  1C 

    Court claim liability (SoFP)  
   (KES4 000 000 x 0,090) 

  360 000 1 

 Fair value adjustment on net assets of subsidiary at acquisition date i.t.o. IFRS 3  
J2 Stated capital and retained earnings (net 

assets) (KES32 200 000 x 0,090) 
 2 898 000  1  

 Goodwill   381 600  1C  
  Investment in KenyaGas (KES30m x 0.090)   2 700 000 1  
  Non-controlling interest (F/P or equity)  

 (R2 898 000 x 20%)(analysis) 
  579 600 1C  
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 Main elimination journal entry. J1 & J2 could also be combined.  
J3 Retained earnings (since) (analysis) C1 241 800  1C 
 FCTR (Equity) (analysis) C1 37 400  1C 
  Non-controlling interest (F/P)   279 200  
 Attribution of since reserves to non-controlling interest  
J4 Non-controlling interest (P/L) (analysis)  

                        (or 252 500) 
C1 309 060  1C 

 Non-controlling interest (OCI) (analysis) C1 211 540  1C 
  Non-controlling interest (F/P)   520 600  
 Attribution of current year profits and exchange gains to NCI  
J5 Goodwill (SoFP) C2 101 760   
  FCTR  (Equity)   21 200  
  Exchange gains (OCI)    80 560 1C 
 Re-measurement of goodwill to 2013 spot rate  

 

J6 Retained earnings (Equity) C3 166 667   
  FCTR reserve (Equity)               (or 174 000)   166 667 1C 
 Reclassifying of prior year Forex movement of net investment held in KenyaGas 

to FCTR reserve 
 

J7 Forex gain – Gascom (P/L) C3 633 333   
  FCTR (OCI)                               (or 681 000)   633 333 1C 
 Reclassifying of Forex movement of net investment held in KenyaGas to OCI  
J8 Interest income – net investment loan  C3 370 333   
  Interest expense – net investment loan   370 333 1C 
 Elimination of intercompany interest 2013     
J9 Loan payable to GasCom C3 3 800 000   
  Loan receivable from GasWest   3 800 000 1C 
 Elimination of intercompany loan balance 2013  

 

J10 Retained earnings (x 72%)   290 304   
 Deferred tax (P/L) (x 28%)  112 896  1C 
  Cost of sales (P/L)   403 200 1C 
 (KES 32m x [exchange rate]) – R2 000 000) x 40%   2 
 Adjusting for unrealised profit at the end of prior year and realisation in 2013  
J11 Sales (P/L)  3 636 000  1 
  Cost of sales (P/L)   3 636 000  
 (36 000 000 x 0,101)     
 Elimination of intercompany sales     
J12 Cost of sales (P/L)  409 000   
   Inventory (SoFP) (or @ closing rate (0.114))   409 000 1C 
 (KES 36m x 0.101 = R3 636 000) – R2 000 000) x 25%  3 
 Elimination of unrealised profit at year end     
J13 Deferred tax (SoFP) (or closing rate)  114 520   
  Deferred income tax (P/L)   114 520 1C 
 (R409 000 (J12) x 28%)     
 Related deferred tax effect     

 

J14 FCTR (Equity)  
(KES4 000 000 x (0,095 - 0,090)) 

 20 000  1 

 Exchange gains (OCI) 
(KES4 000 000 x (0,101 - 0,095)) or 
(KES4 000 000 x (0,114 - 0,095))       =     R76 000   

 24 000  1 

     Court claim liability (SoFP)    44 000 1C 
 Accounting for forex movement on the court claim liability not recognised by 

KenyaGas. Journal could also be split into 2 journals. 
 

J15 Deferred tax (F/P)   13 200   
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  FCTR (Equity)  
 (KES1 200 000 x (0,095 - 0,090)) 

  6 000 1 

  Exchange gains (OCI) 
  (KES1 200 000 x (0,101 - 0,095)) or  
  (KES1 200 000 x (0,114 - 0,095))  =     R22 800      
   or J14 x 30% 

  7 200 1 

 Accounting for forex movement on the tax adjustment of the liability not 
recognised by KenyaGas, 

 

J16 Court claim liability (SoFP) (KES4m x 0.101) or 
(J1+J14) or (KES4m x 0.114) =               R456 000 

 404 000  1C 

    Loss on settlement (P/L)   404 000 1C 
 Reversing court claim liability for group upon settlement  
J17 Deferred tax (P/L) (KES1.2m x 0.101)  

or KES1.2mx 0.114 = R136 800) or (J16 x 30%) 
 121 200  1C 

  Deferred tax (SoFP)   121 200  
 Related deferred tax on court claim reversed     
 Markers: please note that J14 – J17 can be combined in various ways  

 

J18 Investment in KenyaGas(R2 700 000 x 25/80)  843 750  1 
 Profit on sale (P/L)  

((15 000 000 x 0,114) (C4) – 843 750) 
 

C4 
866 250  1C 

  Non-controlling interest (F/P)   (or 1 724 250) C4  1 875 300   
  Changes in ownership/Retained earnings 

(equity)                                          (or 14 250) 
 165 300  1C 

 Sale of 25% to non-controlling interest     
J19 Deferred tax (Equity)  161 358   
      Deferred tax (P//L)    161 358 1P 
 Group profit presented in equity thus tax should be presented in equity too –  

IAS 12.61A (866 250 x 28% x 66.6%) 
 

J20 FCTR (Equity)                                (or 311 175) C5 342 975  1 
     Non-controlling interest (F/P)   342 975 1C 
 Rebalance of the FCTR reserve due to sale of 

25% to non-controlling interest 
    

      
   

Calculation 1: Abridged analysis of KenyaGas (including goodwill)   
 KES Rate ZAR NCI 

(20%) 
 
 

At      
Net asset value – J2 32 200 000 0,090 2 898 000 579 600  
Goodwill – J2 4 240 000 0,090 381 600   
      
Since      
Retained earnings (movement to o/bal) – J3 13 000 000 0,093 1 209 000 241 800 ½ 
FCTR (goodwill) (C2)   21 200   
FCTR (balancing) – J3   187 000 37 400  
31 December 2012 49 440 000 0,095 4 696 800  ½ 
Total group profit current year   1 545 300 309 060  
Retained earnings (current year profit) – J4 12 500 000 0,101 1 262 500 252 500   ½ 
Reversal of claim (4 000 000 * 70%)  2 800 000 0,101 282 800 56 560 1 
FCTR (goodwill) (C2)   80 560   
FCTR (balancing) – J4   1 057 700 211 540  
31 December 2013 64 740 000 0,114 7 380 360  ½ 
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Calculation 2: Goodwill translation calculations  
 KES Rate ZAR  
1 January 2012 4 240 000 0,090 381 600  
FCTR – J5   21 200 1 
31 December 2012 4 240 000 0,095 402 800  
FCTR – J5   80 560 1 
31 December 2013 4 240 000 0,114 483 360  
     

  
Calculation 3: Net investment in KenyaGas   
Capital 

KES Closing 
rate 

Balance 
ZAR 

Forex 
gain / 
(loss) 

 

Loan granted 33 333 333 0,090 3 000 000   
Loan value 2012 – J6 33 333 333 0,095 3 166 667 166 667 1 
Loan value 2013 – J9 / J7 33 333 333 0,114 3 800 000 633 333 1 + 1 

Interest KES Average 
rate 

Interest income 
ZAR 

Forex 
gain / 

(loss) on 
settleme
nt at YE 

 

Interest 2012 at 11% 3 666 667 0,093 341 000 7 333  
Interest 2013 at 11% - J8 3 666 667 0,101 370 333 47 667 1 
      
Total forex gain / (loss) Capital  Interest Total  
2012 166 667  7 333 174 000  
2013 633 333  47 667 681 000  
      
Calculation 4: sale of 25% to NCI  
   ZAR  
Proceeds (KES 15m x 0,114) – J18   1 710 000 1 
NCI share   1 875 300  
 Net asset value (C1) 7 380 360    
 Less: Goodwill (C2) (483 360)    
                                                  J18   6 897 000 25% 1 724 250 1C 
Goodwill  483 360 25 / 80 151 050  
Loss on change in ownership   (165 300)  
   Or (14 250)  
Calculation 5: Rebalance of FCTR due to sale of 25% to NCI  
FCTR given on normal NAV  -  J20  
(187 000 + 1 057 700) 

1 244 700 25% 311 175  

FCTR given on goodwill (21 200 + 80 560) 101 760 25 / 80 31 800  
   342 975  
     

Available 50 
Maximum 33 

Communication skills – presentation 1 
Total for part (d) 34 
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Part (e) List the audit procedures you would perform to audit the existence and 

valuation of returnable cylinders reflected in the separate financial 
statements of GasCom at 31 December 2013.  You may assume that the 
work of the internal audit function can be used for audit purposes, where 
appropriate. 

Marks 

Existence  
Enquire from management about the nature of the cylinder stock control procedures in 
place (to evaluate the effectiveness thereof). 

 
1 

• Select a sample of cylinders from all categories (on hand at year end; held by 
large clients, held by small customers) from the report for verification of existence. 

 
1 

• For the sample of cylinders selected which are on hand at year end –   
 attend and observe the year-end inventory count to obtain audit evidence 

that the count was conducted appropriately (i.e. in accordance with sound 
stock-take instructions); and 

 
 
1 

 for the sample of the recorded cylinders selected, physically inspect the 
cylinders on hand and match the selected serial numbers / bar codes per the 
records to those on the cylinders physically inspected. 

 
1 

• For the sample of cylinders selected which are held by customers:  
 Inspect management’s documentation (e.g. sale of LPG gas records), 

signed by the customer as proof of receipt of the gas and the cylinder (with 
the same serial number / bar code on the cylinder to that on the client’s 
records). 

 
 
1 

 Inspect the register of deposits held for these cylinders (provides 
corroborative evidence of the cylinder being in possession of the customer and 
therefore existing). 

 
1 

 Inspect recent correspondence (shortly before year end) between GasCom 
and the relevant customers (included in the sample) regarding the cylinders 
on hand relating to number of cylinders on hand or to determine if there are 
any disputes. 

 
1 

 If necessary, confirm in writing with the customers that the list of cylinders 
that are recorded as being on hand at year end at their premises are actually 
on hand or consider doing a count of cylinders held by a few large clients.   

 
1 

 Test the controls over the return of cylinders by customers to ensure that 
those returned to GasCom are promptly recorded as being returned back into 
stock. 

 
1 

  

Valuation  
• With respect to the valuation assertion in respect of the accounting estimates of 

the useful lives and residual values used in the calculation of accumulated 
depreciation, and also the estimation of any impairment losses to be recognised 

 
 

Max 
2  Discuss the accounting policy for the valuation of cylinders (including 

determination of useful lives and residual values) with management and 
consider the appropriateness thereof. 

 Enquire from management about the process used to estimate useful 
lives and residual values of cylinders and also the value-in-use, fair value 
and estimated costs to sell of the cylinders. 

 Review profits/losses on sales of cylinders that have reached their useful 
lives and enquire about significant profits/losses (provides corroborative 
evidence of appropriateness of estimate of residual values). 

 Inspect minutes for management approval of the estimated useful lives, 
residual values and any impairment losses recognised. 

 Review subsequent events for indications that these estimates were not 
appropriate at year-end. 

• Compare the residual values and useful lives used in the 2013 financial year to  
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those used in prior financial years, and investigate any change. 1 
• For a sample of purchases of cylinders recorded as part of PPE during the financial 

year, inspect the supporting invoices to confirm prices and quantities. 
 
1 

• Select a sample of cost capatilised throughout the year and follow through to the 
invoice to ensure that no storage cost is capatalised to the cylinder assets. 

1 

• For the cylinders imported shortly before year end –   
 confirm the quantities, prices and exchange rate at transaction date with 

the client’s bankers 
 
1 

 re-perform the conversion of the foreign currency amount into rand 1 
 agree the shipping and forwarding costs capitalised to the shipping 

documentation and invoices. 
1 
 

• During physical count of cylinders at year end, also inspect the condition of the 
cylinders on hand in order to identify the need for possible impairment 
adjustments. 

 
1 

• Inspect safety reports to date, indicating the condition and recommended 
lifespan of cylinders, and compare to the useful lives determined by management. 

 
1 

• Since 10% (on average) of the cylinders are not returned by customers, 
consider any impairment loss recognised on those cylinders. Also inspect prior 
years and determine if approximately 10% is not returned. 

 
1 

• Discuss with management whether they have performed an assessment of 
indicators of impairment and if so, consider whether the recoverable amount of 
any impaired cylinders has been calculated correctly. 

1 

General  
• Obtain a report from management listing all returnable cylinders on hand at 

31 December 2013 and agree the total thereof to the trial balance and financial 
statements. 

 
 

Max 
3 
 

 

• Agree opening balances to prior-year working papers. 
• Re-perform all calculations (depreciation, determination of carrying amounts, etc.) 

and perform a reconciliation of the cylinders ie opening balances plus acquisitions, 
less cylinders written off and waste of 10% as a reasonableness to arrive at the 
closing balance. 

• Request that the written representation letter, to be prepared and signed by 
management, include assertions about the existence and valuation of the returnable 
cylinders disclosed in the separate financial statements of GasCom at 31 December 
2013. 

• Perform analytical procedures by, for example, comparing the current year-end 
balances for returnable cylinders to prior period balances and analyse the change for 
reasonableness in relation to the purchases of cylinders made during the year, etc.  
[Mark for valid example] 

• Review the relevant general ledger accounts for any unusual entries, such as 
negative amounts (give a valid example) and enquire from management about 
these amounts. 

Available 24 
Maximum 9 

Communication skills – clarity of expression 1 
Total for part (e) 10 

 
 


